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OPERATING 


Crude Oil Production — Net (Barrels Daily) 


Natural Gas Sales Volumes — Net 
(Millions of Cubic Feet Daily) 


Exploratory and Development Wells Completed 


Gross 


Acreage at December 31 — Net 
Fully or Partially Developed 


Undeveloped 


1959 


$21,329,000 


$ 2,821,000 
$ .16 

$ 943,000 
$ 3,764,000 


$17,849,000 
21,144 


47.915 


185.0 


101.3 


135,000 
11,407,000 


11,542,000 


1958 


$19,925,000 


$ 1,316,000 
$ .07 

$ 2,472,000 
$ 3,788,000 


$17,913,000 
20,099 


14.364 


192:0 


102.2 


125,000 
10,022,000 


10,147,000 
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Hudson's Bay Oil and Gas Company Limited 


REPORT TO THE SHAREHOLDERS 


THE YEAR’S RESULTS 


Net income of Hudson’s Bay Oil and Gas 
Company Limited and subsidiaries, before special 
credits, was $2,821,000 or 16 cents per share in 
1959. This represented an increase of $1,505,000 
over the comparable net income of $1,316,000 
or 7 cents per share earned in 1958. The im- 
provement was principally attributable to an in- 
crease in sales of natural gas and a reduction in 
the cost of unsuccessful wells drilled. Special 
credits brought final net income to $3,764,000 
in 1959 and to $3,788,000 in 1958. 


Net production of crude oil averaged 21,144 
barrels daily during the year, an increase of 
1,045 barrels daily or 5.2% over 1958. This 
increase was considerably smaller than the gain 
of 11.4% achieved by the petroleum industry 
as a whole in Western Canada. The expansion 
in the Company’s production was held down by 
the unfavorable effect of a change in the method 
of allocating demand for crude oil among the 
various producing fields in Alberta. Proposed 
construction of pipe line connections to shut-in 
reserves and recently completed pressure main- 
tenance systems should help to maintain the Com- 
pany’s production in the future. 


Sales of natural gas averaged 47.9 million 
cubic feet daily compared with 14.4 million cubic 
feet daily in the prior year. This sharp increase 
reflected a full year’s sales from facilities which 
went into operation in the fall of 1958 upon com- 
pletion to Eastern Canada of the natural gas pipe 
line system of Trans-Canada Pipe Lines Limited. 
The Company’s sales of natural gas will more 
than double over the next few years if approval 
is given to pending applications for exports to 
available markets in the United States. 


The highlights of the Company’s exploratory 
effort in 1959 were a significant extension of the 
Virginia Hills crude oil field in North Central 
Alberta, a promising crude oil discovery in the 
Milligan Creek area of Northeastern British Col- 
umbia, and the acquisition of large holdings of 
undeveloped acreage in the Northwest Territories. 
Early in 1960 an exploratory well drilled near 
Fort Nelson in Northeastern British Columbia 
encountered 359 feet of gas-bearing Devonian 
reef, the thickest producing reef section found in 
the area to date. 


The value of the Company was enhanced in 
1959 by additions to proved reserves of hydro- 
carbons. Discoveries, extensions, and revisions 
of such reserves substantially exceeded produc- 
tion during the year. Expenditures for finding 
and developing reserves, inclusive of both capi- 
tal and expense items, were $17.8 million in 
1959, virtually the same amount as in the prior 
year. 


INDUSTRY PROBLEMS 


In 1959 the petroleum industry in Western 
Canada spent approximately $610 million to find 
and develop new reserves of hydrocarbons. This 
rate of spending was down about 5% from the 
peak reached in 1956 and was only slightly above 
expenditures in the recession year of 1958. The 
1959 level of activity reflected the failure of mar- 
ket growth to keep pace with the industry’s ca- 
pacity to produce. 


Production of crude oil in Western Canada 
was restricted to approximately 50% of capacity 
in 1959, primarily by competition from foreign 
crudes moved to market at abnormally low tank- 
er rates. Production of natural gas was limited 
to less than 35% of potential capacity during the 


year. In contrast to the crude oil situation, de- 
mand for large volumes of Canada’s natural gas 
existed in foreign markets. Access to these mar- 
kets is dependent upon clarification and imple- 
mentation of national policy regarding exports. 


During 1959 Western Canada’s crude oil 
production regained the ground lost in 1958. 
Average output of 503,000 barrels daily in- 
creased 11.4% over the prior year. Production 
for domestic use averaged 412,000 barrels daily, 
up 12.3%, and exports averaged 91,000 barrels 
daily, up 8.3%. Slightly less than half of the im- 
provement in production for domestic use was 
attributable to an increase in consumption of 
refined products; the remainder was attributable 
to displacement of foreign crudes and products 
in the Ontario market. The major portion of the 
benefit from larger volumes of production was 
cancelled by general price reductions, which av- 
eraged about 14 cents per barrel for the year. 


The Royal Commission established by the 
Canadian Government to investigate the country’s 
energy resources submitted a report in August, 
1959 dealing with crude oil marketing problems. 
In this report the Commission expressed the 
opinion that the industry could, without govern- 
ment intervention, achieve a production level of 
700,000 barrels daily by the end of 1960. Ac- 
cordingly, the Commission recommended that no 
government action be taken until the industry 
had first exerted every effort to find additional 
markets in Canada and the United States suffi- 
cient to sustain a healthy level of activity. In 
the six months since the Commission issued its 
report, crude oil production in Western Canada 
has averaged approximately 526,000 barrels per 
day. 


During the 1959 session of Parliament a 
National Energy Board was established to regu- 
late the country’s energy resources, including 
natural gas. This Board commenced hearings 
in January, 1960 on five applications for natural 
gas exports aggregating 880 million cubic feet 
per day. It is of vital importance to the welfare 
of the industry that exports of natural gas in large 
volume be approved. 


A LOOK AT 1960 


With the current high level of general busi- 
ness activity, further improvement in the level of 
crude oil production in Western Canada can be 
expected. The degree of improvement, however, 
may be less than that experienced in 1959 when 
a significant volume of foreign crude was dis- 
placed in the Ontario market. 


Early approval of natural gas exports on 
practicable terms would act as a spur to con- 
struction of new pipe lines and allow the com- 
mencement, late in 1960, of natural gas deliveries 
to the midwestern area of the United States. Also, 
the opening-up of additional markets would stim- 
ulate the search for natural gas in Western Can- 
ada and accelerate the development of existing 
natural gas reserves. 


The Company’s present plans call for con- 
tinuation in 1960 of the recent level of spending 
for finding and developing reserves of crude oil 
and natural gas. Emphasis will be given to the 
acquisition and evaluation of exploratory acre- 
age to assure continued growth of reserves, but 
some development expenditures may be deferred 
until currently depressed market conditions im- 
prove. 


A broadened and liberalized program of ben- 
efits for employees was adopted by the Company 
in 1959. This program is designed to assist in 
attracting and retaining employees of superior 
skills. It is practical recognition that employee 
performance is the most important single factor in 
determining the success of the Company’s opera- 
tions. 


Additional operating and financial informa- 
tion is given in the general review which follows. 


Submitted on behalf of the Board of Direc- 


tors: 


Calgary, Alberta President 


March 2, 1960 
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GENERAL REVIEW 


EXPLORATION 


General — During 1959 the Company con- Northwest Territories where major projects were 


tinued to emphasize exploration for new oil and undertaken in the Arctic Red River and Grand- 


view Hills areas north of the Arctic Circle. 


gas reserves. All phases of exploratory effort 


were carried on in the major prospective areas of 
Western Canada, principally in the provinces of 
Alberta, British Columbia and Saskatchewan. 


Late in the year activity was extended into the 


Discoveries — During the year HBOG par- 
ticipated in 11 discoveries and 1 field extension. 
A summary of these discoveries and extensions 


is given in the table at the bottom of the page. 


Name of Field 
or Area 


Virginia Hills 
Milligan Creek 


West Whitecourt 


Wintering Hills 


Eaglesham 


Dickson 


DISCOVERIES AND EXTENSIONS IN 1959 


Discoveries and Extensions 


Number 


i 
I) 
1 
ul 
1 
4 
1 
1 
1 


Nature 


Crude Oil 
Crude Oil 
Natural Gas 
Crude Oil 
Gas-Condensate 
Crude Oil 
Gas-Condensate 
Crude Oil 
Crude Oil 


Producing 
Formation 


Devonian 
Triassic 
Triassic 
Devonian 
Cretaceous 
Cretaceous 
Cretaceous 
Devonian 


Cretaceous 


Approximate 
Depth 


9,200 
3,700/ 
3,700’ 
10,800’ 
7,300’ 
4,500/ 
4,500/ 
7,600 
7,500 


At Virginia Hills, 125 miles northwest of 
Edmonton, an extension well encountered 109 
feet of oil-bearing Slave Point reef of Devonian 
age at a depth of 9,200 feet. This well, located 
on a block of leases in which the Company owns 
3,157 net acres, extended the productive area of 
the field 31% miles to the southeast. The Com- 
pany is operating 5 drilling rigs to develop the 
reserves in this field. Production can be moved 
to market through a pipe line which was con- 


structed into the area during 1959. 


In the Milligan Creek area of Northeastern 
British Columbia, where the Company has an 
interest in an important oil field, 2 successful ex- 
ploratory wells were drilled on a block of 50,000 
acres owned 50% by HBOG. A well, located 
142 miles southeast of the existing oil field, dis- 
covered natural gas in a Triassic formation at a 
depth of 3,700 feet. Another well, drilled 5 
miles southeast of the gas discovery, found crude 
oil in a Triassic sand at a depth of 3,700 feet. 
On test, this well produced 41° gravity crude oil 
at a rate of 167 barrels per day. Peace River 
Oil Pipe Line Co. Ltd. plans to extend its crude 
oil pipe line system into this area of British 
Columbia. This extension would enable the 
Company to increase its production, since only 
limited volumes of crude oil are now moved from 
the area during the winter months when local 


markets are accessible by truck. 


In the West Whitecourt block, where large 
reserves of natural gas and related products have 
been proved, further exploratory drilling resulted 
in a natural gas discovery and an oil discovery. 
At South Kaybob, in the north central part of the 
block, natural gas was discovered in a Cretaceous 
sand at a depth of 7,300 feet. At Marlboro, in 


the southeast part of the block, crude oil was 


discovered in a Devonian reef at a depth of 
10,800 feet. The West Whitecourt block com- 
prises 600,000 acres of leases and reservations, 
in the greater part of which the Company owns 
a 41% % interest. 


Early in 1960 an exploratory well, located 
near Fort Nelson in Northeastern British Colum- 
bia, encountered 359 feet of gas-bearing Devonian 
reef at a depth of 6,200 feet. This well, which 
probably extended the Clark Lake natural gas field 
5 miles southwesterly, was drilled in the south- 
eastern sector of a 517,200 acre block of permits. 
The Company has a 30% interest in the 231,700 
acre permit on which the well was drilled and a 
20% interest in the remaining permits. The re- 
sults of previous drilling in the area by the Com- 
pany and others had been highly encouraging; 
however, this latest well has greatly enhanced the 
prospectiveness of the Company’s acreage. Fur- 
ther exploratory drilling is planned on this block 
of permits in 1960. 
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Acreage Holdings — During the _ year 
2,107,700 acres of undeveloped lands were ac- 
quired, and 717,700 acres were released. The 
latter figure included 536,400 acres surrendered, 
in accordance with provincial regulations, upon 
conversion of reservations and permits to petro- 
leum and natural gas leases. Reflecting these 
transactions, the Company’s undeveloped land 
holdings in Western Canada totalled 11.4 million 
acres at the end of 1959, compared with 10.0 


million acres at the previous year end. 


A major portion of the new exploratory 
acreage acquired by the Company is located in 
British Columbia and in the Northwest Terri- 
tories. A 21144% interest was a¢quired in per- 
mits covering 3,465,500 acres located in the Arc- 


tic Red River and Grandview Hills areas of the 


tory well was commenced on the Grandview Hills 
block at the northernmost drilling location ever 


made in Canada. 


During the year the Company acquired 
189,000 acres of permits in the Athabaska tar 
sands in Northeastern Alberta. The potential 
of the permits will be evaluated by a core hole 
drilling program. Although the existence of large 
reserves of crude oil in the tar sands has been 
established, a commercially feasible method of 
extracting and processing these reserves has yet 
to be developed. The Company is participating 
in a research project in an effort to find an econ- 
omically attractive method of recovering these 


heavy crudes. 


The details of undeveloped acreage held at 


December 31, 1959 are given in the table at the 


Northwest Territories. Late in 1959 an explora- bottom of the page. 


UNDEVELOPED ACREAGE HOLDINGS 


December 31, 1959 


Type of Holding 


Option to Lease 
Hudson’s Bay 
Company Lands 


Crown Reservations 
or Permits (1) 


Options to Lease 
from Others 


Undeveloped 
Leaseholds 


Total Acres 


Alberta 


1,414,200 


419,100 


92,100 


2,303,700 


4,229,100 


Saskat- 
chewan 


2,338,100 


294,500 


24,800 


79,000 


2,736,400 


(1) Convertible into leases to the extent of approximately 50% 


British 
Columbia 


6,100 


2,819,500 


4,500 


2,830,100 


othe 


699,800 


900,300 


11,400 


1,611,500 


Total 


4,458,200 
4,433,400 
116,900 


2,398,600 


11,407,100 


DRILLING 


In 1959 the Company participated in the 
drilling of 185 exploratory and development wells 
which, after deducting the interests of others, 
were equivalent to 101.3 net wells. This was a 
decrease of 7 gross wells or .9 net wells from 


1958. 


Under the exploratory program, 52 gross 
or 26.9 net wells were drilled on lands in which 
working interests are owned, a decrease of 3 
gross or 3.4 net wells compared with 1958. Suc- 
cessful completions totalled 3.5 net oil wells and 
1.5 net gas wells. The Company paid in cash 
for 17.9 of the total net wells and obtained the 
drilling of the remaining 9.0 net wells by assign- 


ing interests in acreage. 


In addition to its direct participation in ex- 
ploratory wells, the Company supported, with 
relatively small contributions of cash or acreage, 
' 17 wells drilled by others adjacent to its lands. 
Altogether, HBOG participated in or supported 
the drilling of 69 exploratory wells, 8 wells less 
than in 1958. 


In its development program, the Company 
completed 133 gross wells or 74.4 net wells, an 
increase of 2.5 net wells compared to 1958. 
Successful completions totalled 62.9 net oil wells 
and 6.4 net gas wells. This was an increase of 
7.1 net oil wells but a decrease of 2.9 net gas wells 


compared with the prior year. 


Development drilling was distributed over 
a number of fields in 1959. The net development 
wells drilled by fields were: Cessford 14.5; Pem- 
bina 10.0; Garrington 8.5; Medicine River 7.5, 
Innisfail 5.0; Weyburn 4.0; Bellshill Lake 3.3; 
Milligan Creek 3.0; other fields 18.6. 


The cost of unsuccessful wells, principally ex- 
ploratory, was $2,210,000 in 1959 or $1,075,000 
less than in the preceding year. This decline re- 
sulted from a smaller number of unsuccessful ex- 
ploratory wells paid for in cash and a reduction 


in the average cost of such wells. 


PRODUCTION 


Crude Oil — The Company’s net crude oil 
production averaged 21,144 barrels daily in 1959. 
This was a 5.2% increase over the daily average 
of 20,099 barrels produced in 1958. 


Production from new wells completed in 
1959 and a full year’s operation of wells com- 
pleted in 1958 contributed 2,302 barrels daily 
to the total production figure. Partly offsetting 
this increase, there were reductions in well al- 
lowables of 418 barrels daily and natural decline 
in production from older wells of 839 barrels 


daily. 


Es Daily Average Barrels 


Percentage of Industry 


In Western Canada 


1955 1956 1957 1958 se 


In the last several years HBOG has instituted 
several major pressure maintenance projects to 
increase current rates of production and ultimate 
In the Pembina field 


the Company has installed systems to maintain 


recoveries of crude oil. 


reservoir pressure under 19,200 net acres by 
water injection and under 5,760 net acres by in- 
jection of natural gas. The installation of similar 
systems is planned for an additional 4,960 net 
acres in this field. Results attained to date have 
demonstrated the effectiveness of these projects 
in sustaining production, by lowering penalties 
due to high gas-oil ratios, and indicate that ul- 
timate recoveries of crude oil will be significantly 
increased. In the Sundre field a system for main- 
taining reservoir pressure, by reinjecting natural 
gas produced in association with crude oil, was 


completed and put into operation early in 1960. 


The following tabulation shows daily aver- 
age net production of crude oil by fields for 1959, 
with comparative figures for 1958 in brackets: 
Pembina 7,730 (8,006); Sundre 2,041 (2,158); 
Sturgeon Lake South 1,400 (1,346); Leduc- 
Woodbend 1,034 (1,077); West Drumheller 939 
(886); Success 762 (788); Fenn-Big Valley 653 
(559); other fields 6,585 (5,279). 


PRESSURE MAINTENANCE FACILITIES 
Sundre Field 


Natural Gas and Related Products — Na- 
tural gas sales volumes averaged 47.9 million 
cubic feet daily in 1959, compared to 14.4 mil- 
lion cubic feet daily in 1958. These sales vol- 
umes by fields, with 1958 figures shown in brac- 
kets, were as follows: Cessford 30.0 (4.2); 
Pembina 8.4 (1.3); Provost 1.8 (1.3); Viking- 
Kinsella 1.0 (3.5); other fields 6.7 (4.1). 


The increase in volume from the Cessford 
field was due mainly to a full year’s operation 
of facilities which had been brought into produc- 
tion in the latter part of 1958. The same situa- 
tion prevailed at Pembina, where gathering and 
processing facilities were installed in 1958 to 
comply with a government order to conserve 
natural gas as a prerequisite to the continued 
production of crude oil. The decline in volume 
from the Viking-Kinsella field reflected the lack 
of firm marketing arrangements in this area. At 
year end the Company’s interest in this field was 
sold for $711,000, and the resulting gain of 
$590,000 is included in the income statement 


under special credits. 


Apart from the reserves of natural gas now 
being produced, the Company has substantial 
reserves presently shut in but being committed 
for sale as opportunities arise. Firm contracts 
have recently been completed for sales of 7.1 
million cubic feet daily, most of which will com- 
mence in 1960. Additional contracts, contingent 
on the purchasers’ ability to secure export and 
import permits, have been negotiated for the sale 
of 40.3 million cubic feet daily. This still leaves 


the Company with large reserves of natural gas 


not yet covered by sales contracts. 


The largest of these shut-in reserves of na- 


tural gas is in the Windfall, Pine Creek, and 


Beaver Creek fields in the West Whitecourt 
block. 


be required to produce and market large reserves 


At this location integrated facilities will 


of natural gas as well as associated liquids and 
As outlined in the 1958 Annual Re- 


port to Shareholders, the natural gas from these 


sulphur. 


fields has been contracted to Alberta and South- 
ern Gas Company Limited, with deliveries con- 
tingent on the issuance of export and import per- 
mits by governmental authorities. Realization of 
the sales potential from these fields is also de- 
pendent on the development of market outlets for 
natural gas liquids and sulphur. In anticipation 
of eventual construction of integrated facilities 
and to secure information regarding reservoir be- 
havior, a pilot cycling plant has been constructed 
in the Windfall field. This plant has been com- 


pleted and is undergoing acceptance tests. 


PIPE LINES 


During 1959 the volume of crude oil trans- 
ported by Rangeland Pipe Line Company Limited, 
a wholly owned subsidiary, averaged 22,062 bar- 
rels per day, an increase of 24.5% over the 
previous year. This increased volume was mainly 
the result of an expansion of gathering facilities 
in the Innisfail, Garrington, Gilby, and Medicine 
River fields. The cost of new facilities installed 
during the year was $743,000, bringing total 
capital invested in the system to $5,768,000. 


To effect economies and simplify administra- 
tion, HBOG took over the crude oil pipe line 
properties and operations of Rangeland at year- 
end and is now conducting these operations as a 
division of the Company. To effect this change, 
the Company purchased all of the assets and as- 
sumed all of the liabilities of this subsidiary, but 
maintained the Rangeland corporate entity in an 


inactive status. 


PIPELINE CONSTRUCTION 
Windfall 


During the year a 46 mile pipe line con- 
nection was completed from the Windfall pilot 
cycling plant to the Edson Station of the Trans 
Mountain Oil Pipe Line Company system. This 
connection permits pipe line transportation of na- 
tural gas liquids from Windfall to markets on the 
West Coast. HBOG?’s share of the cost of this 
pipe line amounted to $636,000. The engineering 
and construction of the line were done under the 


supervision of the Company’s pipe line personnel. 


In addition to operating the Rangeland crude 
oil pipe line system and supervising the develop- 
ment of field transportation facilities, the Com- 
pany’s pipe line personnel are responsible for 
maintaining liaison with affiliated pipe line com- 
panies. HBOG owns a 4% equity interest in the 
Producers-Westspur system and an 11% equity 
interest in Peace River Oil Pipe Line Co. Ltd. 
The latter company plans to extend its crude oil 
pipe line system into Northeastern British Colum- 
bia. Construction of this extension would permit 
HBOG to increase its crude oil production in the 
Milligan Creek area by approximately 1,500 bar- 
rels daily. 


EMPLOYEES 


During the year management continued to 
stress the development of policies and programs 
designed to keep pace with changing economic 
and social conditions which affect employee wel- 
fare and Company operations. Progress was made 
in the areas of personnel development, com- 


munications, and employee security. 


As a result of an extensive study of the Com- 
pany’s employee benefit plans, several improve- 
ments were put into effect on January 1, 1960. 
The former home and hospital medical expense 
plan was replaced with a new comprehensive 
medical expense plan which provides much 
broader coverage. The group life insurance plan 
was revised to increase the amount of insurance 
protection by about 25%. A new employee-paid 
salary continuance plan was introduced to extend 
disability protection beyond the maximum period 
of fourteen months covered by the existing non- 
contributory disability pay plan. The new plans 
have been well accepted, with 93% of eligible 
employees participating in the comprehensive 
medical expense plan and 82% participating in 


the group life insurance and salary continuance 


SEISMOGRAPH OPERATIONS 
Peace River Area 


10 


plans. These broadened coverages were obtained 
without any increase in the aggregate cost to em- 


ployees or to the Company. 


In addition to the plans which were revised 
or introduced during the year, the security and 
welfare of employees are protected by retirement 
pay, a thrift plan, holiday and vacation pay, work- 
men’s compensation insurance and unemploy- 
ment insurance. Company contributions under all 
benefit plans totalled $396,000 or 15.9% of 


salaries and wages in 1959. 


Salaries and wages of $2,488,000 were paid 
during the year, an increase of $294,000 over the 
amount paid in the preceding year. Additions to 
staff and a general increase of 5% in salaries and 
wages on January 16, 1959 were the principal 
reasons for this increase. At year-end the Com- 
pany’s staff numbered 412 employees, an increase 


of 16 people during the year. 


FINANCIAL 


Net income in 1959, exclusive of special 
credits, was $2,821,000 or 16 cents per share, an 
increase of $1,505,000 or 9 cents per share over 
the comparable net income for 1958. A large 
increase in sales of natural gas and lower dry hole 
costs were the principal items contributing to the 
improvement in net income. Special credits, aris- 
ing primarily from sales of properties, raised total 
net income for 1959 to $3,764,000. 


Gross operating income was $20,974,000, an 
increase of $1,579,000 or 8.1% over the previ- 
ous year. Sales of crude oil totalling $17,351,000 
were down $268,000, as lower crude oil prices 


more than offset the effect of a 5.2% increase in 


sales volumes. Sales of natural gas at $1,902,000 
were up $1,494,000, reflecting a full year’s pro- 
duction at Cessford and other fields from which 
deliveries commenced in the fall of 1958. Pipe 
line revenue of $1,648,000 was up $353,000 as 
the result of an increase in the volume of crude oil 


transported. 


Total expenses, including non-cash charges, 
were $18,508,000, down slightly from 1958. As 
discussed in the drilling section of this report, 
charges for dry holes were $1,075,000 less than 
in the previous year. Also, the provision for de- 
pletion was reduced by $104,000 as the result of 
lower charges per unit of production. Partly off- 
setting these savings, there were increases of 
$1,023,000 in operating and general expenses and 
$351,000 in the provision for depreciation. The 
increase in operating and general expenses pri- 
marily reflected the costs of additional conserva- 
tion projects, a full year’s operation of gas plants, 
and an increased number of wells on production. 
The larger provision for depreciation was neces- 
sary with the continued growth of investment in 


properties. 


As explained in Note 3 to the financial state- 
ments, no provision for income taxes was required 
in 1959, and the Company has a very substantial 
accumulation of deductions which may be carried 
forward to offset taxable income of future years. 
It is clear that the larger portion of these deduc- 
tions will be allowed, but the exact amount of the 
carry-forward cannot be determined pending clar- 
ification of certain features of the Income Tax 


Act. 


The Company’s expenditures for property, 
plant, and equipment totalled $14,679,000 in 
1959, compared with $14,845,000 in 1958. As 
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in previous years, the major part of these expendi- 
tures represented the costs of drilling and equip- 
ping new wells and of acquiring acreage. In 
addition to these capital outlays, exploration ex- 
penditures charged currently against income were 


$4,024,000 in 1959 and $4,026,000 in 1958. 


In 1959 the Company purchased $1,000,000 
principal amount of its 4% First Mortgage Sink- 
ing Fund Bonds, Series A, at a substantial dis- 
count. These bonds were surrendered to the 
Trustee for cancellation, thereby increasing the 


Company’s sinking fund credit to $2,000,000. 


In the latter part of the year the Company 
took advantage of an opportunity to recover the 
investment in its head office building on favorable 
The building 
$4,380,000, but control of the property was re- 


terms. and site were sold for 
tained by simultaneous execution of a long-term 
lease. The lease runs for an initial term of 25 
years and may be extended, at the Company’s 


option, for two additional terms of 21 years each. 


The annual net rentals are 342% of the selling 
price for a minimum period of 5 years, with higher 
rental rates provided thereafter. HBOG has an 
option, also for a minimum period of 5 years, to 
repurchase the property at the original selling 
price. In view of the repurchase option and the 
low initial rental rate, the excess of the selling 
price over the depreciated cost of the property has 
been set up in the accounts as a deferred credit, 


as explained in Note 5 to the financial statements. 


On December 31, 1959 Hudson’s Bay Oil 
and Gas Company Limited issued $1,100,000 of 
5% Series B and $2,500,000 of 534% Series C 


First Mortgage Sinking Fund Bonds in exchange 
for equal amounts of Rangeland Pipe Line Com- 
pany Limited Series A and Series B Bonds. The 
exchange was made pursuant to an arrangement 
under which HBOG purchased all of the assets 
and assumed all of the liabilities of this wholly 
owned subsidiary. The new HBOG bonds have 
the same interest rates, maturity dates, call pre- 
miums, and sinking fund requirements as the 


Rangeland bonds for which they were exchanged. 


The Company maintained its strong working 
capital position during 1959, as shown in the sum- 


mary of source and use of funds given below. 


SOURCE AND USE OF FUNDS 


Source of Funds: 


INetauncome belore specialecredits saa ee eee 


1959 1958 


$ 2,821,000 $ 1,316,000 


Non-cash charges for depletion, depreciation, dry holes, 


surrendered leases, and amortization of debt expense 


Cash generated from operations 


Sales of properties and investments 


Total funds available 


Use of Funds: 


Expenditures for property, plant, and equipment 
Reduction of long-term debt 


Miscellaneous uses (sources) of funds 


Total funds used 


Resulting Increase (Decrease) : 


In cash and short-term securities 


In other working capital items 


In total working capital 
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eee 8,260,000 9,177,000 
eres aw 11,081,000 10,493,000 
ne ers. 5,477,000 3,149,000 
eet Wee eed 16,558,000 13,642,000 
eee. 14,679,000 14,845,000 
[5 ere 1,100,000 1,000,000 
= 3 aes Ses (34,000) 200,000 
NE. he nl es 15,745,000 16,045,000 
ba. it een 386,000 (1,684,000) 
16, eee aes 427,000 (719,000) 
eRe: iain Oe 813,000  $(2,403,000) 


Hudson's Bay Oil and Gas Company Limited 


and Subsidiary Companies 


CONSOLIDATED STATEMENT OF INCOME 


YEARS ENDED DECEMBER 31, 1959 AND 1958 


1959 1958 
INCOME: 
CarOssOperauine INCOME: 266.525 ee ee $20,974,000 $19,395,000 
dgteresteanG Oller INCOM ts ees hee Se 355,000 $30,000 
21,329,000 19,925,000 
EXPENSES (Note 1): 
Operating and genetal-expenses (Note 2) 2.2 6,343,000 5,320,000 
Rentals of undeveloped oil and gas properties 2,346,000 2,362,000 
WaAReS SOIneLe (Man NCOME *LAXCS: 2.5. eee 426,000 399,000 
Drvenolessandiabandonments: 225 20) ee 2,210,000 3,285,000 
DURE ICIChCL MeASCS yam mene or: hey 25g gs ees 135,000 204,000 
Usa) A GY ne ace Sk A Deere aa aah ey oP ea 3,675,000 3,779,000 
| B=) BY go EY aka spe nN bere a ae ee REN te 2,188,000 1,837,000 
Inierestvand experise on lons term: debt 222. 1,185,000 1,268,000 
Der rrcomilComentaNeGeliNOte o> )) fa. =n ere —- 155,000 
18,508,000 18,609,000 
NET INCOME BEFORE SPECIAL CREDITS __. 2,821,000 1,316,000 
SPECIAL CREDITS, principally from sales of properties 
HinlOSosandsinvestments it 1958.2... 2h Se 943,000 2,472,000 


INE IN COMESEOR MY EAR. a eo ee ee $ 3,764,000 $ 3,788,000 


GONSOLIDATED STATEMENT OF RETAINED EARNINGS 


YEARS ENDED DECEMBER 31, 1959 AND 1958 


Balancer Depo Ol) \ CAL ..= a a 


INGE lhe. eye Seen? eee 


1959 


$ 4,417,000 


3,764,000 


1958 
629,000 
3,788,000 


12tailenaaee Biel iarelwele Saoune ., eee A eon eee ee eee eo ee eee 


$ 8,181,000 


$ 4,417,000 


LS 


fidsons Bay Oil 


and Subsidiary 
CONSOLIDATED BALANCE SHEE® 


Assets 
1959 1958 
CURRENT ASSETS: 
(CAST a = BE oss Pa ea tee, See ee ee ee ee 608,000 $ 757,000 
Government and other securities at cost, 

WDECH AP PLOXMMMALES s TI ke bee 10,041,000 9,506,000 
WACCOMNTSS TECOLV AD Gee eee nee eee ee ee 5,351,000 3,905,000 
Inventories of crude oil and supplies at or below average cost 1,826,000 2,176,000 

LOtaly Current eA SSCs meee eee 17,826,000 16,344,000 
INVESTMENTS IN NON-CONTROLLED COMPANIES AT COST _____.- 474,000 480,000 
PROPERTY, PLANT AND EQUIPMENT AT COST ___....------------------- 105,809,000 98,376,000 
Less: Accumulated depreciation and depletion 26,338,000 21,295,000 
79,471,000 77,081,000 
OIL AND GAS RIGHTS ON HUDSON’s BAY COMPANY LANDS ____.. 1,000 1,000 
OTHER ASSETS: 
Unamortized) bond ¢discoumnt ecco ee 481,000 527,000 
Operating and performance deposits 360,000 204,000 
Miscellaneous, including mortgages receivable from 
officers of $17,000 in 1959 and $28,000 in 1958 287,000 273,000 
1,128,000 1,004,000 
Approved on Behalf of the Board: 
Frag ee $ 98,900,000 $94,910,000 
. . oro ———— ———— 
ee ee ee eee ee anaes PE DIRECTOR 
ht erm JO hata DIRECTOR 
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bas Company Limited 


DECEMBER 31, 1959 AND 1958 


LIABIFITIES AND sSHAREHOLDERS: EQUITY 


CURRENT LIABILITIES: 
Accounts payable and accrued liabilities 
Long-term debt due within one year 


Accrued bond interest 


LONG-TERM DEBT (Note 4): 


Hudson’s Bay Oil and Gas Company Limited: 
First Mortgage Sinking Fund Bonds: 


4% Series A, maturing May 1, 1975 ____ 


5% Series B, maturing October 1, 1971, 


exclusive of $100,000 due within one year 


5%4 % Series C, maturing August 1, 1977 


Rangeland Pipe Line Company Limited: 
First Mortgage Sinking Fund Bonds: 


5% Series A, maturing October 1, 1971 _ 


5%4 % Series B, maturing August 1, 1977 


DEFERRED CREDITS: 


TREOMMCALAKCS CU NOLC 15) acon eo 
Revoilice puilding (Note) 22 =, 


SHAREHOLDERS’ EQUITY: 


Share capital, par value $2.50 per share: 
Authorized: 25,000,000 shares 
Issued and outstanding: 17,744,592 shares _ 


POAC TTR CUT) US. eee ee ie a 2 ec 
BRET AUC Want CS een es eae 
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1959 1958 
$ 4,206,000  $ 3,631,000 
100,000 ee 
227,000 233,000 
4,533,000 3,864,000 
23,000,000 24,000,000 
1,000,000 = 
2,500,000 — 
= 1,100,000 
fos 2,500,000 
26,500,000 27,600,000 
= 155,000 
812,000 = 
812,000 155,000 
44,362,000 44,362,000 
14,512,000 14,512,000 
8,181,000 4,417,000 
67,055,000 63,291,000 
$98,900,000 $94,910,000 


NOTES TO FINANCIAL STATEMENTS - DECEMBER 31, 1959 


Note 1: The Company’s accounting practice is 
to charge exploration expenses against income as 
incurred. The cost of drilling successful wells is 
capitalized and amortized on a unit of production 
basis, and the cost of unsuccessful wells is ex- 
pensed upon completion. 


Note 2: The following amounts were paid dur- 
ing the year ended December 31, 1959: Directors 
fees and expenses $28,000; salaries of executive 
officers $192,000; fees and salaries for legal coun- 
sel $42,000. 


Note 3: During the last two years provision has 
been made in the accounts of Rangeland Pipe 
Line Company Limited, a wholly owned subsidi- 
ary, for income taxes which would have been pay- 
able if interest and depreciation deducted for tax 
purposes had not exceeded the amounts charged 
in the statement of income. On December 31, 1959 
the assets of this company were sold to Hudson’s 
Bay Oil and Gas Company Limited and, as a re- 
sult of this transaction, provision for deferred in- 
come taxes is no longer required. Accordingly, 
the 1959 provision has been reversed, and the 
1958 provision of $155,000 has been restored to 
income through special credits. 


Under the provisions of the Income Tax Act 
and Regulations, oil companies are permitted to 
deduct currently the costs of drilling both suc- 
cessful and unsuccessful wells and also are al- 
lowed, in general, to carry forward the excess of 
deductions over income in any year to apply 
against the taxable income of future years. As 
a result of these provisions, Hudson’s Bay Oil and 
Gas Company Limited had a substantial carry- 
forward at December 31, 1959 to use against fu- 
ture taxable income. 


Note 4: The First Mortgage Sinking Fund 
Bonds of Hudson’s Bay Oil and Gas Company 
Limited are secured under a Deed of Trust and 
Mortgage by a first fixed and specific mortgage 
and charge on certain petroleum and natural gas 
leases and by a first floating charge on all other 
property and assets of the Company, both present 
and future. Under the provisions of the Deed of 
Trust and Mortgage payments sufficient to re- 
deem the following principal amounts of bonds 
are required: 4% Series A bonds — $1,000,000 in 


each of the years 1960 to 1974, inclusive, with the 
balance of $10,000,000 payable in 1975; 5% Series 
B bonds — $100,000 in each of the years 1960 to 
1969, inclusive, with the balance of $100,000 pay- 
able in 1970 and 1971; 5%% Series C bonds — 
$160,000 in each of the years 1962 to 1976, inclu- 
sive, with the balance of $100,000 payable in 1977. 
During 1959 the Company purchased and _ sur- 
rendered to the Trustee $1,000,000 of the Series 
A bonds which, together with prior purchases, 
have established a _ sinking fund credit of 
$2,000,000, which may be applied at the option of 
the Company against any of the sinking fund 
payments required for such bonds. Subject to 
certain restrictions and conditions, the Company 
may issue additional bonds secured by the Deed 
of Trust and Mortgage. 


On December 31, 1959, Hudson’s Bay Oil and 
Gas Company Limited purchased all of the assets 
and assumed all of the liabilities of Rangeland 
Pipe Line Company Limited, a wholly owned sub- 
sidiary. Simultaneously, the parent company 
issued its Series B and Series C First Mortgage 
Sinking Fund Bonds in exchange for the subsidi- 
ary company’s Series A and Series B First Mort- 
gage Sinking Fund Bonds, which were cancelled. 


Note 5: On December 1, 1959, Hudson’s Bay Oil 
and Gas Company Limited sold its Calgary of- 
fice building and site for $4,380,000 and simul- 
taneously entered into a long-term lease for the 
entire property. The lease runs for an initial term 
of 25 years and may be extended, at the Com- 
pany’s option, for two additional terms of 21 
years each. Under the terms of the lease, an- 
nual net rentals are payable at a rate of 3%% 
of the selling price for a minimum period of 5 
years and at higher rates thereafter. The Com- 
pany has an option, also for a minimum of 5 
years, to repurchase the property at the original 
selling price and to cancel the lease. 


The excess of the selling price over the de- 
preciated value of the property and a charge in 
lieu of depreciation since the date of sale have 
been recorded in the accounts as a deferred 
credit. The amounts accumulated in this ac- 
count will be credited to the reserve for depre- 
ciation if the building is repurchased and other- 
wise will be credited against future rentals. 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Hudson’s Bay Oil and Gas Com- 
pany Limited and subsidiary companies as of December 31, 1959 and the consolidated state- 
ments of income and retained earnings for the year ended on that date and have obtained 
all the information and explanations we have required. Our examination included a gen- 
eral review of the accounting procedures and such tests of accounting records and other sup- 
porting evidence as we considered necessary in the circumstances. 


In our opinion (according to the best of our information and the explanations given to 
us and as shown by the books of the companies) the accompanying consolidated balance 


sheet and consolidated statements of income and retained earnings are properly drawn up 
so as to exhibit a true and correct view of the state of the affairs of Hudson’s Bay Oil and Gas 
Company Limited and subsidiary companies at December 31, 1959 and the results of their 
operations for the year ended on that date, in accordance with generally accepted account- 
ing principles applied on a basis consistent with that of the preceding year. 


Calgary, Alberta 
February 8, 1960 


Fant Vlarwich Wilehdle be, 


Chartered Accountants 


FIVE YEAR FINANCIAL AND OPERATING REVIEW (1) 


Income 


Financial 
Data 


Gross 
Property 
Accounts 


Expenditures 
For Finding 
and 
Developing 
Reserves (2) 


Net 
Crude Oil 
Production 


Net Natural 
Gas Sales 


Wells 


Net 
Acreage 


Gross operating income ______. 


Net income (loss) before 
special credits: 
ODO Ualige: ieee eee Soe geo te 


Per Share 
SPeclalecred(si= === —aaaaamenas 
Net income (loss) for year __ 
Working capital 
(Cee EMO) 
one-term debt aan 
Shareholders’ equity 


WE ASCS pee eae eee eee 
Wells, plants and equipment _ 


Pipe dine) property aes 
Other e228 oe eee ee ee ot 


Acreage acquisitions ____________ 
Exploratory expenses ________ 
ease se tals aa es 
Cost of productive wells 
Gostiofidry holes =e 
Plants and equipment _______. 

LOLA Rees er eee 


AIDE rage eee ee 


@ihene provinces s==s==aee 
Annual barrels (thousands) _. 


Millions of cubic feet daily __. 
Billions of cubic feet annually_- 


Completed 
Gross wellss2 


iNet wells) 23.2 
Net development wells _. 
Oriwellcteee = sau 

Gas) wellsae== =e 

ID iys00leS en 

Net exploratory wells _. 
Oiljwellssaee eee 


Dive Ole S eee 


Capable of production 
otalewellsieeses= een eeener 


Orlewells eee eee ees 
Gascwells: ee rea 


Thousands of acres -......._... 
Fully or partially developed 
(Gprriteneloyoye! 


Number of shareholders —___- 
Number of employees —........- 


AH AAA HH 


AFH mH 


1959 


20,974 


1958 
19,395 


4,987 
98,376 


1,126 
1,664 
2,362 
5,102 
3,285 
4,374 

17,913 


10,147 
125 
10,022 


12,738 
396 


1957 
20,963 


10,461 
100 
10,361 


12,941 
356 


1956 
18,040 


1955 
11,091 


(1,059) 
729 

(330) 

(1,070) 
8 
32,003 
8,210 


9,210 
34,423 
3,009 
46,642 


1,576 
3,165 
2,431 
13,373 
1,483 
3,922 
25,950 


13,152 
11,700 
1,450 
2 
4,801 


SAN) 
1.960 


(1) The figures in this table are for Hudson's Bay Oil and Gas Company Limited and subsidiary companies at December 31 or 


for years then ended. 


(2) Includes both capital and expense items; excludes interest and administrative expense. 


With the exception of earnings per share, dollar figures are in thousands. 


“CHRISTMAS TREE”’ 
Natural Gas Well 
Beaver Creek Field 


ni 
Pu | 
He: a 
or ensue 


LITHOGRAPHEO IN CANADA 


